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A SUMMARY 
Major Provisions 
of the Tax Reform Act 
of 1969 
by Herbert Sirowitz 
The Tax Reform Act of 1969—enacted December 30, 
1969—contains many of the original proposals for tax 
reform, considerably altered in some instances, plus 
scores of other changes, which combine to produce 
what may be the most extensive overhaul of the Internal 
Revenue Code in the nation's history. Some tax reform 
items, debated at length in Congress, did not become 
part of the final compromise version of the legislation. 
For example, tax-exempt bonds generally were not 
affected. The 6-month holding period for capital gains 
remained unchanged as did the tax treatment of so-
called intangible drilling costs and qualified retirement 
plan benefits of professional corporations. 
On the other hand, a new concept has been introduced 
to the tax law— a minimum tax to be imposed on certain 
income from preferential sources. In addition, private 
foundations are subjected to a 4 percent excise on in-
vestment income plus other taxes and sanctions. Many 
taxpayers will have their tax bills increased as a result 
of the repeal of the 7 percent investment credit, the re-
duction in the 271/2 percent oil depletion allowance to 
22 percent, the curtailed use of the alternative tax rate 
on long-term capital gains, and various other revenue 
producing measures. 
Individual taxpayers stand to benefit from a series of 
tax relief provisions, such as reduced tax rates for the 
single person and head of household, an increase in the 
standard deduction, and larger personal exemptions. 
Furthermore, a special new maximum tax rate will apply 
to earned income—salaries, professional fees and the 
like. 
The following pages briefly set forth some of the major 
provisions of the 1969 Act. The law itself contains many 
other provisions, including numerous exceptions and 
conditions. 
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PROVISIONS AFFECTING ALL TAXPAYERS 
1. Investment Credit 
To help restrain the economy and increase tax reve-
nues, the 7 percent investment credit was repealed effec-
tive April 18, 1969. In general, no investment credit is 
allowed for property acquired or constructed after that 
date. However, there are a number of exceptions that 
apply in the case of property built or acquired under a 
binding contract entered into before April 19, 1969 and 
in certain other transitional situations, provided the prop-
erty is placed in service before 1976. 
For taxable years beginning after 1968 and ending after 
April 18, 1969, there is a special limitation on the amount 
of unused carryovers and carrybacks that can be applied 
each year; the amount may not exceed 20 percent of the 
higher of (a) the total of investment credit carryovers and 
carrybacks to the taxable year, or (b) the highest amount 
computed under (a) for any preceding year beginning 
after 1968 and ending after April 18, 1969. Therefore, 
carryovers and carrybacks to the first year beginning 
after 1968 and ending after April 18, 1969 are limited to 
20 percent of the aggregate carryovers and carrybacks 
otherwise available. In a later year, the limitation will be 
the same unless the aggregate carryovers and carry-
backs to such year, or to an intervening year, are larger, 
in which event the limitation will be 20 per cent of the 
largest such aggregrate amount. If a carryover cannot be 
utilized because of this new limitation, an additional 
3-year carryforward will be available beyond the ordi-
nary 7-year period. 
When property for which an investment credit was ob-
tained is disposed of before the end of the period used 
to compute the credit, any unearned credit must ordi-
narily be recaptured. But if such property is replaced by 
other property that would be eligible for the credit if not 
for repeal, the amount of recapture on the old property is 
reduced (but not below zero) by the credit that would 
have been allowable on the new property if there had 
been no repeal. For this rule to apply, the replacement 
property must be placed in service within six months 
after the date of disposition of the old property. Further, 
if property on which an investment credit was taken is 
destroyed by casualty or stolen after April 18, 1969, no 
credit is recaptured, regardless of whether or not the 
property is replaced. 
2. Temporary Surcharge 
The income tax surcharge was continued at an annual 
rate of 5 percent for the period January 1, 1970 through 
June 30, 1970. If no further extension is enacted, this 
would mean that the effective rate for calendar year tax-
payers in 1970 will be 2.5 percent. 
3. Minimum Tax on Preferences 
For taxable years ending after December 31,1969, cer-
tain items of tax preference are subject to a special 
10 percent tax payable in addition to the regular income 
tax. This 10 percent tax is imposed on the amount (if any) 
of tax preferences, after deduction of a $30,000 exemp-
tion and after deduction of the taxpayer's regular fed-
eral income tax. For example, if the taxpayer receives 
$200,000 of income from preferential sources and pays 
$50,000 of regular income tax, he would subtract $30,-
000 from his preferential income, leaving $170,000. He 
then would subtract the $50,000 in regular income tax, 
leaving $120,000 subject to the 10 percent minimum tax. 
Thus he would pay $12,000 of tax on the preference in-
come or a total tax of $62,000. The minimum tax ($12,000) 
is not subject to the income tax surcharge nor is it part of 
the estimated tax liability. Unless otherwise noted, the 
following items of tax preference apply to all taxpayers— 
individuals, corporations, estates and trusts. 
(a) Excess of investment interest expense over net 
investment income, but only for taxable years begin-
ning before 1972 at which time such interest is limited 
in the manner described under 18, infra. In addition, 
this preference does not apply to corporations other 
than Subchapter S or personal holding companies. 
(b) Accelerated depreciation on real property in 
excess of straight line depreciation as well as rapid 
amortization of special housing rehabilitation expendi-
tures in excess of the straight line method. 
(c) Excess of accelerated depreciation over straight 
line depreciation on personal property subject to a net 
lease. This item is not a tax preference for corpora-
tions other than Subchapter S or personal holding 
companies. 
(d) Amortization of certified pollution control facil-
ities in excess of allowable depreciation. 
(e) Amortization of railroad rolling stock in excess 
of allowable depreciation. 
(f) In the case of qualified stock options and re-
stricted stock options (applicable to certain options 
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granted before 1964), the excess of the fair market 
value of the stock at the time of exercise of the option 
over the option price of the stock. 
(g) Excess of bad debt deductions of financial insti-
tutions over the actual loss experience. 
(h) Excess of the depletion deduction over the cost 
or other basis of the property. 
(i) In the case of taxpayers other than corpora-
tions, one-half of the excess net long-term capital gain. 
For corporations, the preference amount is 20/48ths of 
excess net long-term capital gain in 1970 and 18/48ths 
thereafter. 
4. Real Estate Depreciation 
Limitations were imposed on the use of accelerated 
methods of depreciation for certain property. New de-
preciable real property (other than residential rental 
housing) constructed or acquired after July 24, 1969 is 
ineligible for any faster depreciation method than the 
150 percent declining balance rate unless construction 
was begun or contracted before July 25,1969. Used non-
residential realty acquired or contracted for after July 24, 
1969 is limited to straight line depreciation. 
New residential rental housing continues to be eligible 
for the 200 percent declining balance method and the 
sum of the years-digits method. Used residential rental 
housing with a useful life of 20 years or more acquired 
after July 24, 1969 qualifies for a 125 percent declining 
balance rate. 
Under prior law, accelerated-depreciation taken in 
excess of allowable straight line depreciation was recap-
tured as ordinary income to the extent of gain occurring 
upon the sale of the property; but the excess deprecia-
tion subject to tax as ordinary income was decreased by 
one percentage point for each full month the property 
was held past 20 full months. Hence if the property was 
held for 10 years or more, none of the recovery was 
treated as ordinary income. For property disposed of 
under a written contract binding on the owner of the 
property as of July 24, 1969 and at all times thereafter, 
the old rule still applies. 
All post-1969 real estate depreciation (except on cer-
tain residential property) taken in excess of the amount 
allowable under the straight line method is to be recap-
tured as ordinary income to the full extent of the gain. 
Post-1969 excess depreciation on certain residential 
property is subject to recapture but there is a one per-
centage point reduction for each full month the property 
is held past 100 full months. 
5. Natural Resources 
The percentage depletion rate for oil and gas is cut 
from 271/2 percent to 22 percent, accompanied by reduc-
tions for most other minerals, effective for taxable years 
beginning after October 9, 1969. 
Carved out and retained mineral production payments 
are for tax purposes to be treated essentially as loans 
from the owner of the production payment to the owner 
of the mineral property. Thus, proceeds received upon 
a sale of a production payment are not taxable to the 
seller. Instead the income derived from the property is 
taxable to the owner of the property, subject to the allow-
ance for depletion. This change generally applies to pro-
duction payments created on or after August 7, 1969, 
other than production payments created before 1971 
under a binding contract entered into before August 7, 
1969. 
6. Installment Method Reporting 
The installment method of reporting profits on sales 
of real property or casual sales of personal property is 
available only if payments received in the year of sale 
do not exceed 30 percent of the selling price and such 
selling price exceeds $1,000. For purposes of this pro-
vision, the 1969 Act includes as payments a registered, 
coupon, or readily tradable bond or other evidence of 
indebtedness issued by a corporation or governmental 
body, or an obligation payable on demand which is 
issued by any person. The new rule, applicable to post-
May 27, 1969 sales, therefore denies the use of the in-
stallment method on sales of realty and casual sales of 
personal property if the total value of such evidences of 
indebtedness plus other payments received by the seller 
exceed 30 percent of the sales price in the year of sale. 
Under prior law, an accrual basis taxpayer who 
elected to report sales under the installment method was 
bound by his election unless he obtained IRS permission 
to change to another acceptable accounting method. 
The 1969 Act now permits such a taxpayer to retroac-
tively revoke his election to report on the installment 
basis by filing a notice of revocation. The revocation 
must be made within three years following the date of the 
filing of the tax return for the year that the election to file 
on the installment method was made. A timely filed revo-
cation applies to the year that installment reporting was 
elected plus all subsequent years. 
7. Stock Dividends 
While the general rule of non-taxability has been re-
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tained, a number of sweeping new exceptions have been 
added to the statute. In general, they apply to distribu-
tions made after January 10,1969 with several important 
transitional rules affecting disproportionate distributions 
and dividends on preferred stock. 
Under the 1969 Act, the optional distribution (to take 
stock or cash) continues to be taxable as under prior law, 
but the exception relating to distributions on preferred 
stock has been expanded considerably. All distributions 
(actual or constructive) with respect to preferred are tax-
able, whether or not related to a taxable dividend. On the 
other hand, a distribution of newly created preferred to 
common shareholders by a corporation having only one 
class of stock outstanding does not give rise to immedi-
ate tax. If the stock distributed is convertible preferred, 
however, the Commissioner must be satisfied that it does 
not produce a disproportionate distribution before non-
taxability is attained. Where there is a dual distribution on 
common stock, with some common shareholders receiv-
ing common and others receiving preferred, the entire 
transaction is tainted with the result that all recipients 
are subject to current tax. Finally, a cash dividend paid 
to one group of shareholders combined with an increase 
in the proportionate interest of other shareholders ren-
ders those whose interests are increased taxable, 
whether or not they actually receive stock. 
8. Involuntary Conversion Replacements 
The time available for reinvestment of the proceeds 
from involuntarily converted property after December 30, 
1969 to similar or related-use property is extended from 
one year after the year in which the involuntary conver-
sion occurs (old provision) to two years (new provision). 
9. Franchises, Trademarks and Trade Names 
The transfer of a franchise, trademark or trade name is 
not to be treated as a sale or exchange of a capital asset 
if the transferor retains any significant power, right, or 
PROVISIONS AFFECTING INDIVIDUALS 
12. Charitable Contributions 
Several changes were made in the charitable contri-
butions deduction for individuals in taxable years begin-
ning after 1969, starting with an increase in the maximum 
deduction from the general 30 percent limitation to 50 
percent of adjusted gross income (without regard to any 
net operating loss carryback). The 50 percent ceiling 
continuing interest with respect to the subject matter of 
the transferred property. In addition, contingent pay-
ments are to be treated as ordinary income to the trans-
feror and deductible by the transferee as trade or busi-
ness expenses. The new rules apply to transfers occur-
ring after 1969, but transferees may elect to have them 
apply for contingent payments made during 1970 through 
1979 on prior transfers. 
10. Bribes or Kickbacks 
The 1969 Act either denies or limits the deductibility 
of certain payments deemed to be against public policy. 
With respect to bribes and kickbacks, a deduction is 
denied for payments made after December 30, 1969, but 
only if the taxpayer is convicted (or enters a plea of guilty 
or nolo contendere) in a criminal proceeding or if the 
unlawful payment was made to a government official 
(without conviction). 
11. Late Payment Penalty 
A new nondeductible penalty has been introduced for 
the failure to pay amounts owed on returns that are due 
(without regard to any extension of time) after Decem-
ber 31,1969. The new penalty is V2 of one percent of the 
amount of unpaid tax per month during continuance of 
the failure to pay, up to a maximum of 25 percent. It is 
imposed in addition to the regular 6 percent interest 
charge for late payment. However, the Revenue Service 
has stated that taxpayers who receive extensions of time 
for filing their tax returns generally will not be subject to 
the new late payment penalty during the period covered 
by the extension whereas interest at a 6 percent annual 
rate will continue to be charged. 
In the case of a failure to make deposits of withholding 
and other taxes without reasonable cause, the penalty 
has been changed from one percent per month to a flat 
5 percent with respect to deposits required after 1969. 
applies to gifts to public charities, private operating 
foundations, and other foundations if the contribution 
is passed through as a qualifying distribution within 
21/2 months after the close of the year of receipt. Con-
tributions to these organizations of certain appreciated 
property (which, if sold, would have produced long-term 
capital gain) generally will be subject to a 30 percent 
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limitation while other contributions will be governed by 
the old 20 percent limit. 
The charitable deduction otherwise available is to be 
reduced by the full amount of appreciation in value in the 
case of assets which, if sold, would result in ordinary 
income (e.g., inventory, short-term securities). The de-
duction, effective as to contributions paid after 1969, is 
to be reduced by 50 percent of the appreciation for indi-
vidual taxpayers in the case of tangible personal prop-
erty which, if sold, would result in long-term capital gain 
(such as works of art and manuscripts) only if the use of 
the property is unrelated to the exempt function of the 
donee. Thus, a painting donated to a museum of art 
could be deducted in full. But the 50 percent reduction 
would apply to any long-term capital gain property when 
it is contributed to certain private nonoperating founda-
tions. Also, a bargain sale to charity after December 19, 
1969 may result in taxable gain since the donor will be 
required to allocate his cost between the portion of the 
property "sold" and the portion "given" to the charity. 
The two-year charitable trust provision (where income 
is payable to a charitable beneficiary for at least two 
years) is repealed with respect to transfers after April 22, 
1969. As a result, a person who establishes a trust with a 
charity as the income beneficiary will be taxable on the 
income if he retains a reversionary interest which may 
be expected to take effect within ten years from the time 
of creation. 
Charitable deductions are not allowed for contribu-
tions after July 31,1969 of less than the taxpayer's entire 
interest in property, such as the right to use property for 
a period of time, except to the extent a deduction would 
be allowed had the interest been transferred in trust. 
However, the deduction will not be denied for a contribu-
tion of (a) a remainder interest in a personal residence 
or farm, or (b) a fractional (e.g., one-fourth) interest in 
the entire property. 
Finally, there are restrictions on transfers in trust after 
July 31,1969. With certain exceptions, the charitable de-
duction is limited in the case of a charitable gift of a 
remainder interest in trust to situations where the trust 
specifies the annual amount which is to be paid to the 
noncharitable income beneficiary in dollar terms (an-
nuity trust) or as a fixed percentage of the value of the 
trust's assets as determined each year (unitrust), or the 
charity places the property in a pool from which it pays a 
share of the pool's income (pooled income fund). 
A charitable contribution deduction for income tax 
purposes generally is not to be allowed where a person 
gives an income interest to charity in trust with the re-
mainder to go to a noncharitable beneficiary, such as a 
friend or member of his family, unless the donor is tax-
able on the trust income. 
13. Farm Losses 
The new restrictions on farm losses are not as severe 
as originally proposed. Losses still are currently deduc-
tible against ordinary income (except for costs relating 
to citrus groves). Generally, for taxable years beginning 
after 1969, taxpayers with losses from farming opera-
tions will be required to maintain an "excess deductions 
account." For individuals, farm losses would be added 
to the account only if the taxpayer has more than $50,000 
of nonfarm adjusted gross income for the year and only 
to the extent the farm losses for the year exceed $25,000. 
The purpose of the excess deductions account is to pro-
vide a measure of the amount of capital gains arising on 
the sale or disposition of farm property which is to be 
treated as ordinary income, rather than capital gain. 
Accordingly, when there is a sale of farm assets that 
would otherwise qualify for capital gains treatment, the 
gain is to be treated as ordinary income to the extent of 
the balance in the excess deductions account. However, 
the recapture of prior farm losses will not apply where 
the taxpayer elects to compute taxable income from 
farming by using inventories and capitalizes those 
farming expenses which may either be deducted or 
capitalized. 
The gain on the sale or other disposition of purchased 
livestock with respect to which post-1969 depreciation 
deductions have been claimed will be treated as ordinary 
income, rather than capital gain, to the extent of depre-
ciation deductions previously taken in the same manner 
as if any other type of personal property used in a busi-
ness were sold. 
Additionally, in order for any gain on the sale of horses 
or cattle (acquired after December 31, 1969) to result in 
capital gain where the animals are held for draft, dairy, 
breeding, or sporting purposes, the horses or cattle must 
have been held for at least 24 months. Other types of live-
stock are subject to a 12-month holding period. 
14. Hobby Losses 
The old hobby loss rule (barring deductions in excess 
of $50,000 a year where an individual has had more than 
$50,000 of losses in each of 5 consecutive years) has 
been repealed. In its stead, a new rule after 1969 pro-
vides for the disallowance of deductions (by individuals 
and Subchapter S corporations) which relate to an ac-
tivity "not engaged in for profit." However, there is a 
rebuttable presumption that an activity is engaged in for 
profit if gross income exceeds deductions in at least 
2 out of 5 consecutive years (2 out of 7 in the case of 
breeding or racing horses). Although this would seem to 
liberalize prior law by eliminating the automatic disallow-
ance, it appears that the 2-year presumption will not 
begin to operate in favor of the taxpayer until 2 profit 
years occur, i.e., until 1972. 
15. Moving Expenses 
The 1969 Act broadened the allowable deduction but 
also added new limitations, effective generally with re-
spect to expenses incurred in taxable years beginning 
after 1969. The various changes affect employees, em-
ployers, and self-employed individuals. They include: 
(a) expanding the moving expense deduction, within 
specified dollar limits, to cover three additional cate-
gories: premove house-hunting trips, temporary living 
expenses at the new job location, and various ex-
penses incident to the sale, purchase or leasing of a 
residence in connection with a job-related move; 
(b) extending the moving expense deduction to 
self-employed individuals; 
(c) increasing the 20-mile test to 50 miles and modi-
fying the 39-week requirement; and 
(d) requiring that any reimbursement of moving ex-
penses be included in the gross income of the re-
cipient. 
16. Income Averaging 
Income averaging is extended to include long-term 
capital gains, income from wagering and gifts. Previ-
ously, a taxpayer's income for a single year had to be 
more than 133V3 percent of his average taxable income 
for the prior 4 years in order to be eligible for averaging. 
Effective for taxable years beginning after 1969, the 
1331/3 percent requirement is reduced to 120 percent. 
This will allow more individuals to have substantial in-
come of one year averaged and taxed at lower bracket 
rates than would otherwise apply. However, taxpayers 
electing income averaging may not also make use of the 
alternative capital gains rate nor the new maximum tax 
on earned income. 
17. Capital Gains and Losses 
The six-month holding period to qualify for long-term 
capital gain treatment is retained. However, only $50,000 
of an individual's long-term capital gains will continue to 
qualify for the 25 percent alternative capital gains rate. 
For long-term capital gains in excess of $50,000, the 
alternative tax is repealed. In effect, long-term gains of 
individuals eventually will be subject to a top capital 
gains rate of 35 percent in 1972 (one-half of the 70 per-
cent maximum rate). The repeal takes effect gradually 
so that the 25 percent alternative rate is increased to 
291/2 percent for 1970, to 321/2 percent for 1971, and then 
to 35 percent for 1972. But the 25 percent rate is retained 
in the case of amounts received before 1975 pursuant to 
binding contracts on or before October 9,1969, including 
installment sales. Also, corporate distributions made 
prior to October 10, 1970 under a plan of complete liqui-
dation adopted on or before October 9,1969 continue to 
be eligible for the 25 percent rate. 
Long-term capital losses of individuals will have to be 
reduced by 50 percent before being available as an off-
set against ordinary income in taxable years beginning 
after December 31,1969. However, excess capital losses 
of years beginning before January 1, 1970 may be car-
ried over to succeeding years to be applied dollar for 
dollar against ordinary income. In addition, capital losses 
sustained in a given year can be offset to the extent of 
capital gains realized in such year. 
18. Limitations on Interest Deduction 
A limitation is placed on the deductibility of interest 
on funds borrowed to acquire or carry investment assets, 
with certain qualifications. An individual will be allowed 
to deduct current interest incurred for this purpose to 
the extent the interest does not exceed the amount of 
his net investment income, excess net long-term capital 
gains, plus $25,000 ($12,500 for a married person filing 
a separate return). In addition, only 1/2 of the interest 
expense above that level will be subject to the limitation. 
Further, interest deductions denied in any year because 
of the limitation could be carried forward and used in 
later years to offset investment income at that time. The 
limitation does not apply to interest on funds borrowed 
in connection with a trade or business. It will first apply 
to taxable years beginning after 1971, but not to any in-
debtedness with respect to a specific item of property 
which (a) is for a specified term and (b) was incurred 
before December 17, 1969, or is incurred on or after 
that date pursuant to a binding written contract or com-
mitment. (The limitation on interest is subject to the 
minimum tax until 1972.) 
19. Accumulation Trusts 
Generally, in taxable years beginning after 1968, a 
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beneficiary of a trust is taxable on post-1968 accumula-
tion distributions (i.e., distributions exceeding current 
year's income) in an amount not in excess of the tax 
that would have been paid if distributions had been 
made in the year or years in which the income was 
earned by the trust. This provision, commonly referred 
to as the throwback rule, is intended to prevent the ac-
cumulation of income by trusts at low tax rates. Under 
prior law, the throwback rule contained a number of 
exceptions which significantly limited its effect. 
if a trust is created by a taxpayer for the benefit of 
his spouse, trust income that may be used for the benefit 
of the grantor's spouse is taxable currently to the 
grantor. This new provision covers income from prop-
erty transferred to a trust after October 9, 1969. 
20. Original Issue Discount 
Holders of corporate bonds are to include original 
issue discount (the difference between the issue price 
and the face amount of the bond) in income ratably over 
the life of bonds issued after May 27, 1969 (except for 
debt obligations issued pursuant to an existing contract 
binding on that date). 
21. Restricted Stock 
A person who receives compensation in the form of 
property, such as stock, which is subject to a restriction 
generally is to be taxed on the value of the property at 
the time of its receipt unless his interest is subject to a 
substantial risk of forfeiture. In the latter case, he will 
be taxed on the value of the property at the time the risk 
of forfeiture is removed or the property is transferred. 
Restrictions on the property are not taken into account 
in determining its value except in cases where the re-
striction by its terms will never lapse. 
There is a special election, however, that enables 
recipients of restricted property to treat its fair market 
value (without regard to the restriction) as compensation 
in the year received, even though it is non-transferable 
and subject to a substantial risk of forfeiture. If the elec-
tion is timely made (within 30 days after transfer), the 
restricted property rules do not apply and later apprecia-
tion in value will not be treated as compensation. If the 
property is forfeited, however, no deduction is allowed 
with respect to the forfeiture. 
Generally, the new provision applies to transfers after 
June 30, 1969 subject to certain exceptions in the case 
of written contracts binding before April 22, 1969 and 
other transitional rules. 
22. Subchapter S Stockholder-Employees 
Limitations are now imposed on contributions made 
by Subchapter S corporations under qualified retire-
ment plans for stockholder-employees. Similar to lim-
itations imposed on retirement plans for self-employed 
individuals (the so-called H.R. 10-type plans), this provi-
sion requires such employees to include in income con-
tributions to a qualified plan on their behalf to the extent 
they exceed 10 percent of his salary or $2,500, which-
ever is less. This provision affects taxable years of Sub-
chapter S corporations beginning after 1970. 
23. Maximum Tax on Earned Income 
An individual's earned income (wages, salaries and 
fees) is to be taxed at a maximum rate of 60 percent in 
1971 and a maximum rate of 50 percent in 1972 and 
thereafter. But the benefit from this provision is to be 
reduced to the extent the taxpayer has tax preference 
income in excess of $30,000. Other taxable income, such 
as interest and dividends, will be subject to regular in-
come tax with a top rate of 70 percent. 
24. Personal Exemptions 
The 1969 Act increases the deduction for each per-
sonal exemption from $600 to $625 for calendar year 
1970 (by raising it to $650 on July 1, 1970), to $650 for 
1971, to $700 for 1972, and to $750 for 1973 and there-
after. 
25. Standard Deduction 
The standard deduction is to be increased from its 
present rate of 10 percent of adjusted gross income or 
$1,000, whichever is lower, in three steps beginning in 
1971. For 1971, the rate will be 13 percent or $1,500; for 
1972, 14 percent or $2,000; and for 1973 and thereafter, 
15 percent or $2,000. 
The minimum standard deduction ($200 plus $100 for 
each exemption, up to a total of $1,000) is replaced by 
a low-income allowance of $1,000 for 1970, less $1 for 
every $2 of income above the new nontaxable level; in 
1971, $1,050 less $1 of every $15 of excess income; and 
in 1972 and thereafter, a flat $1,000. 
26. Single Persons 
Beginning in 1971, single persons will be taxed under 
a new rate schedule designed to assure that their tax is 
no more than 20 percent higher than that paid on a 
joint return with the same amount of taxable income. 
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Also, the head-of-household rates will be halfway be-
tween the joint return rates and the new rates for single 
persons. 
PROVISIONS AFFECTING TAXPAYERS OTHER 
THAN INDIVIDUALS 
28. Private Foundations 
The 1969 Act presents a completely new approach to 
the treatment of private foundations, reducing their tax 
advantages and applying stricter controls upon their ac-
tivities. Whereas the 40-year life span on foundations ad-
vanced by the Senate Finance Committee was not re-
tained, an annual 4 percent excise tax on net investment 
income of each foundation was enacted, beginning after 
1969. Net capital gain is includible in the base for com-
puting such excise tax. However, tax-exempt interest is 
not considered as income subject to the new tax. This 
4 percent tax is imposed irrespective of the amount of 
income distributed for charitable purposes by the private 
foundation during the taxable year. 
A series of taxes are imposed to prevent self-dealing 
between foundations and "disqualified persons," such 
as a substantial contributor, foundation manager, or 
owner of a more than 20 percent interest in a corpora-
tion, partnership or trust which is a substantial con-
tributor to the foundation. Self-dealing transactions in-
clude the sale or exchange or leasing of property 
between the foundation and the disqualified person, the 
lending of money between such persons, the furnishing 
of goods or services, and the payment of compensation 
by a private foundation to a disqualified person. In gen-
eral, this provision is effective as of January 1, 1970. 
A private foundation will be taxed upon its failure 
to distribute currently all of its income, or, if higher, a 
specified percentage (6% in 1970) of the value of its 
assets (other than those assets currently being used in 
the active conduct of the foundation's exempt activities). 
The provision applies to taxable years beginning after 
1969 with extensive transitional rules for existing organi-
zations. 
As a general rule, the combined ownership of a cor-
poration's voting stock which may be held by a founda-
tion will be limited to 20 percent. However, if someone 
else can be shown to have control of the business, the 
20 percent limit is raised to 35 percent. Existing excess 
holdings must be disposed of within 10 to 20 years, 
depending on the percentage of current holdings. 
27. Social Security Benefits 
Retirement benefits are increased 15 percent across 
the board, beginning as of January 1970. 
Effective January 1, 1970 restrictions upon foundation 
activities include prohibiting expenditures for the pur-
pose of influencing the outcome of any specific public 
election, or for carrying on certain voter registration 
drives, or attempting to influence legislation. 
29. Other Tax-Exempt Organizations 
Income of exempt organizations from "debt-financed" 
property which is unrelated to their charitable function 
is subject to tax in the proportion in which property is 
financed by the debt. Thus, for example, if a business or 
investment property is acquired subject to an 80 percent 
mortgage, 80 percent of the income and 80 percent of 
the deductions are to be taken into account for tax pur-
poses. As the mortgage is paid off, the percentage taken 
into account diminishes. In effect, this would prevent 
exempt organizations from sharing their tax exemption 
with private businesses. This rule applies to taxable 
years beginning after 1969 except where debt was in-
curred before June 28, 1966, it will not apply until tax-
able years beginning after 1971. 
The unrelated business income tax is extended to 
practically all exempt organizations, including churches, 
social clubs, and fraternal beneficiary societies in tax-
able years beginning after 1969 except that the tax does 
not apply to churches before 1976 in the case of busi-
nesses carried on before May 27, 1969. 
Certain notification requirements affecting exempt or-
ganizations are included in the 1969 Act. Any organiza-
tion formed after October 9, 1969, which desires to 
obtain tax-exempt status, must notify the Revenue Serv-
ice that it is applying for exempt status. Failure to file 
the appropriate notice in this case will cause it to be 
denied such status until the notice is filed. In addition, 
a section 501(c)(3) organization, (religious, charitable, 
educational, etc. organizations), whether organized be-
fore or after October 9, 1969, must inform the Service 
that it is not a private foundation. If this notification is 
not made in a manner to be prescribed by Regulations, 
the organization will be presumed to be a private foun-
dation, and will be subject to various sanctions and taxes 
applicable to private foundations. 
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30. Charitable Contributions by Trusts 
In general, to obtain a deduction for a charitable con-
tribution after 1969, a non-exempt trust with charitable 
income beneficiaries will have to pay out its income 
currently to charity, rather than merely setting it aside 
as in the past. If amounts are actually paid to charity, 
however, an unlimited deduction could still be secured. 
Further, the set aside deduction would be available in 
the case of pooled income funds under which a person 
transfers property to a public charity which places the 
property in an investment pool and then pays the income 
therefrom. In the case of estates, the deduction for 
amounts permanently set aside for charitable purposes 
remains unchanged. 
31. Multiple Corporations 
To prevent large corporate organizations from obtain-
ing the benefits of dividing income among a number of 
related corporations, a controlled group of corporations 
is to be limited to one $25,000 surtax exemption and one 
$100,000 accumulated earnings credit. These benefits 
are to be phased out gradually with one member of the 
controlled group allowed a $25,000 surtax exemption 
and a $100,000 accumulated earnings credit while each 
of the other members of the group will have their surtax 
exemption and accumulated earnings credit scaled 
down as follows: 
Taxable years Surtax exemption Accumulated earnings 
including allowed credit allowed 
Dec. 31,1970 $20,833 $83,333 
Dec. 31,1971 16,667 66,667 
Dec. 31,1972 12,500 50,000 
Dec. 31,1973 8,333 33,333 
Dec. 31,1974 4,167 16,667 
The definition of a brother-sister controlled group is 
expanded, effective on or after December 31, 1970, to 
include two or more corporations owned 80 percent or 
more by five or fewer persons who meet the more-than-
50 percent identical ownership test in each corporation. 
Under the 1969 Act, an affiliated group that files a con-
solidated return for the taxable year in which December 
31, 1970 falls may retroactively terminate its multiple 
surtax election for any year from which a member has 
a loss carryover to the 1970 consolidated return year, 
thereby permitting the use of the carryover against in-
come of other members of the group. 
32. Corporate Mergers 
A corporation generally is denied an interest deduc-
tion on debt incurred after October 9,1969 in connection 
with the acquisition of another corporation's stock or 
two-thirds of its operating assets where the total interest 
paid or incurred in the year in question as a result of 
acquisitions exceeds $5 million. The disallowance will 
operate only if the debt has specified characteristics 
which make it more closely akin to equity than to debt. 
33. Repurchases of Convertible Debt 
A corporation that repurchases its convertible debt 
after April 22, 1969 at a premium may deduct only that 
part of the premium which represents the cost of bor-
rowing and not the portion attributable to the conversion 
feature. Generally, the deduction will be limited to the 
normal call premium for nonconvertible debt. 
34. Financial Institutions 
Additions to bad debt reserves of commercial banks 
eventually will be based on the actual experience of the 
banks. Starting with taxable years that begin after July 
11, 1969, the deduction for additions to the reserve is 
limited to 1.8 percent of eligible loans for taxable years 
beginning before 1976, 1.2 percent for taxable years be-
ginning after 1975 but before 1982; and 0.6 percent for 
taxable years beginning after 1981 but before 1988. 
Thereafter, the bank's actual loss experience will govern. 
The 3 percent method (3 percent of qualifying real 
estate loans) of computing the bad debt reserve is 
eliminated for mutual savings banks and savings and 
loan associations. The percentage of taxable income for-
mula, however, would be continued but reduced from 
the present 60 percent rate to 40 percent over a 10-year 
period, effective for taxable years beginning after July 
11, 1969. 
Commercial banks, savings and loan associations, 
etc., are required to treat net gains resulting from their 
transactions in corporate and government bonds as or-
dinary income, rather than capital gain. They continue 
to treat net losses from such transactions as ordinary 
losses. 
35. Depreciation in Regulated Industries 
The 1969 Act has the effect of freezing the current situ-
ation regarding depreciation methods used by various 
utility companies. If the straight line method is presently 
being taken, then no faster depreciation is to be per-
mitted as to that property. A taxpayer which is taking 
accelerated depreciation and is "normalizing" its tax 
reduction (i.e., adding the greater tax liability that would 
result from the use of straight line depreciation to a 
reserve account for future liability) must shift to straight 
line depreciation unless it continues to normalize as to 
that property. On the other hand, if the taxpayer is taking 
accelerated depreciation and flowing through to its cus-
tomers the benefits of the deferred taxes, it generally 
would continue to do so unless a regulatory agency per-
mits a change. This provision applies to taxable years 
for which a return was not filed before August 1, 1969 
with various transitional rules. 
36. Earnings and Profits 
For purposes of computing a corporation's earnings 
and profits in taxable years beginning after June 30, 
1972, a U.S. corporation is to deduct depreciation only 
on a straight line basis, rather than faster depreciation 
methods that may be used in computing taxable income. 
37. Capital Gains and Losses 
The alternative capital gains rate which is applied to a 
corporation's net long-term capital gains is increased 
from 25 percent to 30 percent in two steps. In taxable 
years beginning after 1969 and before 1971, a special 
28 percent rate will apply; thereafter the rate will be 
30 percent. However, the 25 percent rate will continue to 
apply for a limited period to long-term capital gains 
under binding contracts or liquidation plans in existence 
before October 10,1969. 
A 3-year capital loss carryback is provided for corpo-
rate losses sustained in taxable years beginning after 
1969 in addition to the 5-year capital loss carryover. A 
"quickie" refund procedure applies similar to that avail-
able in the case of net operating loss carrybacks. 
38. Redemption of Stock with Appreciated Property 
Where a corporation distributes property to a share-
holder in redemption of his stock and the property dis-
tributed has appreciated in value in the hands of the dis-
tributing corporation, the appreciation will be taxable to 
the corporation at the time of distribution. A number of 
exceptions apply, including certain redemptions of stock 
of shareholders in closely-held corporations. 
The provision applies to distributions after Novem-
ber 30, 1969, with special transitional rules which make 
the provision inapplicable to contracts existing on that 
date, and to written offers made before December 1,1969 
or made pursuant to a ruling request filed with IRS or a 
registration statement filed with the SEC before that 
date. 
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